Historic,  archived  document 

Do  not  assume  content  reflects  current 
scientific  knowledge,  policies,  or  practices. 


7<fe 


Rural  Credit  Union^ 


A  Place  to  Save  and  Borrow 


by  Arthur  H.  Pursell 


Yh'S,. 


Information  20 

(formerly  Rural  Resource  Leaflet  No.  8) 


The  Rural  Credit  Union 


A  Place  to  Save  and  Borrow 


Is  your  community  concerned  about 
improving  the  financial  security  of  its 
people?  Do  you  need  some  way  to  en- 
courage them  to  build  up  cash  reserves 
for  a  "rainy  day"?  Would  it  help  if  you 
and  your  neighbors  had  a  fund  from  which 
loans  could  be  made  to  those  who  need  to 
borrow? 

If  so,  you  may  be  interested  in  the 
objectives  and  programs  of  rural  credit 
unions. 


WHAT  IT  IS 

The  rural  credit  union  is  a  cooperative 
type  of  savings  and  lending  association 
operated  for  the  mutual  benefit  of  its 
members.  Its  purpose  is  twofold:  (1)  To 
promote  thrift  among  its  members  by  en- 
couraging them  to  open  savings  accounts 
and  to  build  up  cash  reserves,  and  (2)  to 
provide  a  readily  available  source  of 
credit  for  those  of  its  members  who  need 
to  borrow. 


Credit  unions  cannot,  of  course,  be  ex- 
pected to  supply  all  the  needed  credit  in  a 
given  community  --  or  even  a  major  part 
of  it.  But  by  encouraging  the  accumulation 
and  use  of  local  funds,  they  do  reinforce 
and  supplement  the  programs  of  other 
rural  lending  agencies  such  as  Production 
Credit  Associations,  National  Farm  Loan 
Associations,  insurance  companies,  local 
banks,  and  the  Farmers  Home  Administra- 
tion. In  addition,  they  provide  a  common 
meeting  place  for  the  man  with  money  to 
lend  and  the  man  who  needs  to  borrow. 


It  is  a  self-help  type  of  program  --a 
do-it-yourself  tool  rural  people  can  use 
to  strengthen  their  own  financial  position 
and  thus  help  build  up  the  resources  of 
the  local  community.  Credit  unions  are 
member-owned  and  operated.  They  incor- 
porate under  either  State  or  Federal  laws. 

Members  need  some  common  bond  as 
a  group  to  get  a  charter,  such  as  member- 
ship in  a  farmer  cooperative,  a  farm 
organization,  a  rural  church  or  residence 
in  a  specific  rural  area. 
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Credit    committee  members  talk  over  a    loan   application 
with   the  Treasurer  of   their    rural    credit   union. 


The    treasurer  of   a  church   credit   union    receives   a  de- 
posit.     Members   are   encouraged   to   save    regularly. 


Annual  membership  meetings  may  be  held 
in  conjunction  with  the  cooperative's 
annual  meeting,  assuring  larger  attend- 
ance than  otherwise  might  be  the  case. 


join  and  open  savings  accounts.  No  minimum 
amount  is  required  and  no  service  fee  is 
charged.  Many  accounts  have  been  opened 
with  an  original  deposit  of  $5. 


WHAT  SOME  ARE  DOING 

Let's  take  a  quick  look  at  just  three 
examples  of  how  neighbors  have  helped 
each  other  financially  in  times  of  emergency 
through  rural  credit  unions. 

Back  in  the  depression  year  of  1931, 
13  farmers  in  Wabash  County,  Ind.,  got 
together  $35  in  capital  to  organize  a  credit 
union.  Many  doubted  that  a  credit  union 
starting     under      such      conditions      could 


On  the  other  hand,  there  are,  in  most 
communities,  some  people  who  are  able  to 
make  larger  deposits.  The  larger  deposits 
are  particularly  important  in  a  newly 
organized  credit  union  because  they  help 
to  provide  a  pool  of  capital  from  which 
early  loans  can  be  made. 

From  a  long-time  point  of  view,  how- 
ever, it  is  more  important  that  members 
develop  systematic  savings  habits  with 
regular  deposits  than  that  they  make  large 
original  deposits. 
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Farmer  cooperatives  frequently  sponsor  rural  credit 
unions  as  an  additional  member  service. 
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other  security. 


INSURANCE  COVERAGE 

Most  rural  credit  unions  provide  life 
insurance  coverage  for  each  borrower  in 
an  amount  equal  to  his  outstanding  loan 
balance  (up  to  $10,000),  without  any 
additional  charge.  This  coverage  cancels 
the  loan  in  case  of  death  or  total  and 
permanent  disability. 

Most  rural  credit  unions  also  provide 
insurance  on  savings  --  up  to  $2,000  -- 
without  extra  cost.  This  is  a  further  in- 
centive for  members  to  build  up  their 
savings  accounts. 


Farmers  use  rural  credit  unions  to  help  finance  th« 
purchase  of  farm  equipment  and  supplies. 
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sored  by  farmer  cooperatives  --is  avail- 
able from  Farmer  Cooperative  Service, 
U.  S.  Department  of  Agriculture,  Wash- 
ington 25,  D.  C.  The  following  publications 
may  be  obtained: 

General  Report  47  -  Rural  Credit 
Unions  in  Indiana 

General  Report  52  -  How  Cooperatives 
Use  Credit  Agencies  to  Meet  Patron's 
Needs 

Educational  Circular  16  -  Using  Your 
Rural  Credit  Union 

Information  19  -  Keys  to  Effective 
Credit  Unions 

General  Report  94  -  Rural  Credit 
Unions  in  Nine  Midwestern  and  Great 
Plains  States 


A  board  of  directors,  a  credit  com- 
mittee for  approving  loans,  and  a  super- 
visory committee  for  general  regulatory 
supervision  and  audit  work  are  elected  by 
the  members. 

The  directors  then  elect,  from  their 
own  number,  administrative  officers  -- 
president,  vice  president,  secretary,  and 
treasurer.  The  elected  officials  and  the 
directors  establish  the  operating  program 
and  overall  policies.  The  treasurer,  as 
general  manager,  conducts  day-to-day 
operations  --  including  savings  and  lending 
transactions,  bookkeeping  reports,  and  the 
like.  The  treasurer-manager  and  the 
needed  office  staff  may  be  paid;  other 
officials  are  not. 

GOOD  MANAGEMENT  ESSENTIAL 

There  are  three  basic  requirements 
for  the  successful  operation  of  a  credit 
union.  First,  you  must  have  interested 
and  able  leadership  from  the  board  of  di- 
rectors. Second,  you  must  have  honest, 
efficient,  aggressive  management.  And, 
third,  you  will  need  an  effective  educational 
program  to  develop  membership  under- 
standing and  participation. 

In  this  respect,  credit  unions  sponsored 
by  farmer  cooperatives  have  certain  advan- 
tages. For  example,  the  cooperative  can 
help  provide  general  assistance  in  many 
ways.  The  cooperative  may  provide  office 
space  and,  until  the  credit  union  becomes 
large  enough  to  have  its  own  employees, 
an  employee  of  the  cooperative  can  handle 
its  affairs  on  a  part-time  basis.  News 
stories,  announcements,  and  general  edu- 
cational information  can  be  carried  in  the 
cooperative's  membership  publication. 
Annual  membership  meetings  may  be  held 
in  conjunction  with  the  cooperative's 
annual  meeting,  assuring  larger  attend- 
ance than  otherwise  might  be  the  case. 

WHAT  SOME  ARE  DOING 

Let's  take  a  quick  look  at  just  three 
examples  of  how  neighbors  have  helped 
each  other  financially  in  times  of  emergency 
through  rural  credit  unions. 

Back  in  the  depression  year  of  1931, 
13  farmers  in  Wabash  County,  Ind.,  got 
together  $35  in  capital  to  organize  a  credit 
union.  Many  doubted  that  a  credit  union 
starting     under      such      conditions      could 


accumulate  capital  and  survive.  But 
survive  it  did.  The  13  original  members 
kept  adding  to  their  credit  union  savings 
accounts,  and  successfully  urged  many 
others  to  join  and  do  likewise. 

By  the  end  of  1960  this  credit  union 
had  over  3,  000  members  with  $2-3/'4  mil- 
lion in  their  savings  accounts.  And  more 
than  $2-1/2  million  of  these  savings  were 
loaned  out  to  members. 

In  Hereford,  Tex.  ,  a  group  of  1936 
turned  to  the  rural  credit  union  plan  to 
help  rural  families  in  that  area  manage 
their  finances.  At  the  end  of  1960,  this 
group  had  $2.2  million  in  savings  and 
$1.  7  million  in  outstanding  loans.  During 
1960,  it  returned  $88,000  to  members  in 
dividends  on  savings  and  patronage  re- 
funds on  interest  costs. 

Last,  let's  move  to  a  rural  credit  union 
in  Dunn  County,  Wis.,  for  an  example  of 
how  savings  can  be  built.  Here  one  farmer 
has  built  his  credit  union  savings  account 
up  to  $14,000  over  the  years.  Another 
farmer  opened  savings  accounts  for  his 
grandchildren  and  adds  to  them  each 
birthday  and  Christmas. 

A  farm  widow  settled  her  husband's 
estate  in  1952  and  opened  10  savings 
accounts  of  $1,000  each  in  the  credit  union 
for  herself  and  her  nine  children.  Since 
then,  this  family  has  been  able  to  increase 
these  savings  until  altogether  they  total 
over  $25,000. 

SAVINGS  COME  FIRST 

Once  you  organize  a  credit  union,  you 
need  to  encourage  eligible  members  to 
join  and  open  savings  accounts.  No  minimum 
amount  is  required  and  no  service  fee  is 
charged.  Many  accounts  have  been  opened 
with  an  original  deposit  of  $5. 

On  the  other  hand,  there  are,  in  most 
communities,  some  people  who  are  able  to 
make  larger  deposits.  The  larger  deposits 
are  particularly  important  in  a  newly 
organized  credit  union  because  they  help 
to  provide  a  pool  of  capital  from  which 
early  loans  can  be  made. 

From  a  long-time  point  of  view,  how- 
ever, it  is  more  important  that  members 
develop  systematic  savings  habits  with 
regular  deposits  than  that  they  make  large 
original  deposits. 


Some  credit  union  members  develop 
a  habit  of  adding  a  small  amount  to  their 
savings  accounts  each  month.  This  type 
of  saving  is  best  suited  to  people  such  as 
dairy  or  poultry  farmers  who  have  a 
fairly  even  distribution  of  income  through- 
out the  year.  Some  farmers,  especially 
in  Minnesota  and  Wisconsin,  have  made 
arrangements  to  have  small  amounts 
deducted  from  their  milk  checks  each 
month  and  deposited  in  their  savings 
accounts  at  the  credit  union.  Other  farmers 
may  prefer  to  make  larger  deposits  at 
less  frequent  intervals,  perhaps  when  they 
sell  their  wheat,  hogs,  or  lambs. 

Members  get  returns  on  the  money 
they  invest  in  savings  accounts.  Directors 
decide  the  rate  of  dividend  to  be  paid  on 
member-shares  based  on  annual  earnings 
of  the  credit  union. 

HOW  THEY  MAKE  LOANS 


SUPERVISION  PROVIDED 

Supervision  is  provided  from  within  by 
a  supervisory  committee  of  three  members 
which  you  help  to  elect,  and  from  without 
by  the  chartering  agency  --  State  or 
Federal. 

This  committee  is  responsible  for 
general  regulatory  supervision,  quarterly 
audits,  and  such.  It  is  legally  empowered 
to  enforce  its  rulings  --to  the  extent  of 
dismissing  officers,  closing  shop,  and 
calling  a  membership  meeting  --in  case 
of  improper  management. 

The  chartering  agency  supervises  and 
audits  the  accounts  of  credit  unions,  much 
the  same  way  that  audits  of  banks  and 
other  financial  institutions  are  handled. 


WHERE  TO  GO  FOR  HELP 


If  you  are  a  member,  you  can  borrow 
from  your  credit  union  to  pay  cash  for 
feed,  seed,  fertilizer,  and  other  production 
needs,  such  as  machinery,  and  to  meet  the 
costs  of  maintenance.  You  can  also  bor- 
row for  household  furnishings,  medical 
expenses,  school  and  clothing  expendi- 
tures, and  for  many  other  farm  and  home 
purposes. 

You  will  find  that  credit  unions  try  to 
tailor  each  loan  to  the  needs  of  the  bor- 
rower. They  work  out  repayment  schedules 
to  match  ability  to  repay,  timing  the  pay- 
ments to  periods  when  the  borrower  has 
money  coming  in.  They  usually  make 
small  loans  entirely  on  the  basis  of  good 
character.  On  larger  loans,  however, 
they  may  require  chattel  mortgages  or 
other  security. 


INSURANCE  COVERAGE 

Most  rural  credit  unions  provide  life 
insurance  coverage  for  each  borrower  in 
an  amount  equal  to  his  outstanding  loan 
balance  (up  to  $10,000),  without  any 
additional  charge.  This  coverage  cancels 
the  loan  in  case  of  death  or  total  and 
permanent  disability. 

Most  rural  credit  unions  also  provide 
insurance  on  savings  --  up  to  $2,000  -- 
without  extra  cost.  This  is  a  further  in- 
centive for  members  to  build  up  their 
savings  accounts. 


Should  you  decide  to  explore  the  possi- 
bilities of  organizing  a  credit  union  in 
your  community,  you  can  get  help  from 
several  sources. 

In  most  States,  credit  unions  have 
organized  State  Credit  Union  Leagues  to 
provide  field  service  and  specialized  mate- 
rials. A  State  League  can  give  all  the 
guidance  and  assistance  necessary  for  new 
groups  getting  started  --  even  to  the  extent 
of  sending  out  a  man  to  help  with  the 
organizational  procedure.  If  you  do  not 
know  where  to  contact  your  State  League 
or  a  credit  union  operating  locally,  write 
to  the  Credit  Union  National  Association, 
1617  Sherman  Avenue,  Madison  1,  Wis. 

Additional  information  on  rural  credit 
union  programs  --  especially  those  spon- 
sored by  farmer  cooperatives  --is  avail- 
able from  Farmer  Cooperative  Service, 
U.  S.  Department  of  Agriculture,  Wash- 
ington 25,  D.  C.  The  following  publications 
may  be  obtained: 

General  Report  47  -  Rural  Credit 
Unions  in  Indiana 

General  Report  52  -  How  Cooperatives 
Use  Credit  Agencies  to  Meet  Patron's 
Needs 

Educational  Circular  16  -  Using  Your 
Rural  Credit  Union 

Information  19  -  Keys  to  Effective 
Credit  Unions 

General  Report  94  -  Rural  Credit 
Unions  in  Nine  Midwestern  and  Great 
Plains  States 


Farmer  Cooperative  Service 

U.  S.  Department  of  Agriculture 

Washington  25,  D.   C. 

Joseph  G.  Knapp,  Administrator 


The  Farmer  Cooperative  Service 
conducts  research  studies  and  service 
activities  of  assistance  to  farmers  in 
connection  with  cooperatives  engaged 
in  marketing  farm  products,  purchasing 
farm  supplies,  and  supplying  business 
services.  The  work  of  the  Service" 
relates  to  problems  of  management, 
organization,  policies,  merchandising, 
product  quality,  costs,  efficiency,  fi- 
nancing, and  membership. 

The  Service  publishes  the  results 
of  such  studies,  confers  and  advises 
with  officials  of  farmer  cooperatives, 
and  works  with  educational  agencies, 
cooperatives,  and  others  in  the  dis- 
semination of  information  relating  to 
cooperative  principles  and  practices. 
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